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August 26, 1994

VEMORANDUM

SUBJECT: Response to Request for Quidance on Use of Pre-1990
ERC s and Adjusting for RACT at Tine of Use

FROM John S. Seitz, Director
O fice of Alr Quality Planning and Standards (MDD 10)

TO. Davi d Howekanp, Director
Region I X, Air and Toxics D vision

This is in response to the ERC questions raised in your
May 31, 1994 nenorandum These issues were di scussed and
resol ved in the ERC banking and tradi ng work group. This neno
addresses the issues raised for ozone precursors (VOC and NOX).

Question 1: Wat options exist for a District to all ow sources
to use pre-1990 ERC s?

Consistent with the "CGeneral Preanble for the Inplenentation
of the Clean Air Act Amendnents of 1990" (General Preanble),
publ i shed on April 16, 1994 (57 FR 13497), States! may all ow pre-
1990 credits to be used only if they: (1) are explicitly
i ncluded and quantified as growh in projection year inventories
required in ROP plans or attainnment denonstrations that were
based on 1990 actual inventories, and (2) are otherw se
credi t abl e.

This growth could be included either at the tine the
inventory was submtted or in updates submtted after the
original submttal, but before the ERC s are used. To do this,
the ERC s being used nust be contained in: (1) the current
appl i cabl e federal |l y-approved RFP and ROP plans as growh, and
(2) all federally-required attai nment denonstrations as em ssions
inthe air. A State may choose to show that the nagnitude of
pre-1990 ERC s (in absolute tonnage) was included in the growth
factor, or the State may choose to show that it was not included
in the growh factor, but in addition to antici pated general
gromh. 1In either event, the segregation of pre-1990 ERC s from

YI'n this docunent "State" neans any governnental agency
that has authority to devel op and inplenent an inplenentation
plan to conply with the Cean Air Act (Act). This includes, but
is not limted to, air pollution control districts in California.
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the projection-year growh factor will probably require a
revision to the RFP, ROP, or attainnment denonstration if the
anount of projected growh is increased because of the explicit
addi tion of pre-1990 ERC s.

To determine creditability, for a State to all ow the use of
ERC s that were banked before 1990, the State nust collect and
mai ntain informati on on these ERC s, including, at a mninmm the
name of the source that generated the ERC s, the source category
that applies to this source, the quantity of ERC s generated by
this source, the specific action that created the ERCs (e.g., a
shutdown of a unit, process change, add-on control), the date
that the ERC s were generated and enough other information to
determne the creditability of all ERCs. Wthout this |evel of
information, there is no way to prevent the introduction of
i naccurate data to the air quality managenent process, which may
ultimately jeopardize the State's ability to neet the other
requi rements of the Act.

Question 2. \What gui dance exists on adjusting existing and
future ERC s for RACT?

At a minimum States nmust ensure a RACT | evel of reductions
on an area basis for all applicable RACT requirenents at tine of
ERC use? (e.g., at the tinme of NSR pernmit issuance). A RACT
| evel of reductions nust consider the reductions that would occur
fromthe application of: (1) RACT regulations that a State has
proposed or adopted for the ERC-creating source category on or
before the date that the ERC s are used, (2) all EPA-issued draft
or final guidance® on the application of RACT for the applicable
source category as of the date the ERC is used, and (3) a source-
specific RACT determ nation for source categories that are
required to apply RACT but for which the State has not proposed

2 The application of RACT is required, independent of any
RFP, ROP or attainnent denonstrations, in section 172(c) (1) of
t he Act.

® \When EPA has issued a final guidance docunent, the State
does not need to consider the draft document when determ ning the
RACT | evel of em ssions.
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RACT regul ati ons and EPA has not issued guidance.* This neans
that States nmust ensure that all applicable RACT requirenents are
accounted for when particular ERC s are used as descri bed bel ow

(1) For ERC s that were created at source categories with
RACT requirenents that have a statutory/Federal or State
i npl ementation date on or before the date the ERC s are used, the
State nust ensure that a RACT | evel of em ssion reductions occurs
on the date that the ERC s are used (e.g., by discounting ERC s).

(2) For ERC s that were created at source categories with
RACT requi renents that have an inplenentation date after the date
the ERC s are used, the State nust ensure that a RACT | evel of

reductions will occur on or before the inplenentation date of the
RACT regul ations (e.g., by discounting ERC s). This allows the
use of "limted-life ERC s" that are created and used until the

i npl enent ati on date of RACT requirenents.?®

For ozone nonattai nment areas and any Ozone Transport
Regi on, States nust ensure a RACT |level of reductions. For ERC s
that were created by: (1) major sources of VOC or NOXx (where
required) that are not covered by CTG docunents, but are required
to i npl enent RACT under section 182(b)(2)(C of the Act, and (2)
all sources included in the source categories |listed under
section 182(b)(2)(A) and (B) of the Act that are covered by CTG

* The State process for determining RACT in this docunent is
intended to result in an equival ent RACT determ nation as
required in the Act for all major sources. For exanple, for
source categories that do not have CIG s and do have ACT's, the
State woul d nake a RACT determ nation by eval uating the range of
controls in the applicable ACT and determ ni ng what is reasonabl e
on a source-by-source basis or on a source-category basis
considering |l ocal conditions.

> Wiere ERC s are used, their use nust be conditioned upon
a permt requirenment specifying that continued conpliance (e.g.,
conti nued operation of a new source) beyond the RACT
i npl enentation date is contingent upon the State/source obtaining
ot her em ssion reductions that are enforceable by the tine the
RACT rul es require inplenentation.

Al t hough this nmenorandum does not address em ssion
reductions required to neet MACT regul ations, the Act provisions
covering NSR require all offsets to be surplus of all other
requi renents of the Act. Therefore, it is inportant to develop a
simlar policy for MACT discounting. The term"all other
requi renents of the Act" will be addressed in future ERC banking
and tradi ng gui dance.
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docunents, the ERC s nust be adjusted for RACT at tine of use,
except as follows: ERC s used prior to the date a State's RACT
rule is proposed or May 31, 1995, whichever is earlier, do not
require a RACT discounting since the State is not required to
denonstrate such a RACT | evel of em ssion reductions until that
date. However, such non-RACT adjusted ERC s have a |imted life
and may not be used past this date.

The adjustnment of ERC s for RACT at tine of use could cause
sone uncertainty for sources that have banked ERC s, especially
for source categories that are undergoi ng significant change in
their RACT requirenents (e.g., major sources of NOx). Therefore,
if a State wi shes to guarantee banked ERC s for future use,
several options exist, including:

(1) If ERC s are discounted at the tine of State eval uation
of the ERC, for all applicable RACT requirenents at that tine,
EPA woul d only require a reeval uati on of RACT when State or
Federal actions have resulted in, or could result in, a different
presunptive RACT for the applicable source category. Such an
eval uation may result in the need for a State to retire a portion
of the banked ERC s.

(2) States mmy provide other reductions to cover all or sone
portion of the em ssion reductions required for ensuring
i ndi vidual ERC s reflect current RACT levels.® This approach
woul d all ow States to discount ERC s at the tinme of deposit and
cover subsequent discounting requirenents through other
credi tabl e reductions. However, to nmake use of this approach,
States would need to provide sufficient accounting procedures to
track ERC s subject to the discounting requirenent and to ensure
that the proper discount is applied when each ERC is used (e.qg,
ERC s generated by non- RACT sources that are used for neeting
RACT are generally subject to discounting equal to the offset
ratio for the applicable nonattainnent area).” A State could
supply the conpensating reductions by applying an across-the-
board di scount factor to all ERC s in the nonattai nnent area, or
by requiring controls on snmall sources in the nonattainment area
not subject to any federally-mandated RACT requirenent, or by
provi ding other creditable reductions. For exanple, a State may
choose to denonstrate in the aggregate that the required
reductions in ERC s due to the new RACT standards have been net
t hrough use of the alternative creditable reductions, thus

® See the EIP rule, promulgated on April 7, 1994, 59 FR
16703.
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" See the EIP rule, 59 FR 16714, section 51.493 (e)(1)(ii).
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elimnating the need to discount ERC s subject to the new RACT
requirenent. To do so, the State would track each ERC generated
and determne, at the tinme of use, whether RACT for the
generating source category has been net in the aggregate. This

woul d entail the devel opnent of a "per ERC use" tracking system
by the applicable regul atory agency, subject to EPA approval.

As discussed earlier, this policy only addresses the issues
rai sed by Region | X for ozone precursors. M Ofice wll
continue to devel op a consistent policy which addresses these
i ssues for PM10 and its precursors.

| appreciate the trenmendous effort Region I X has put forth
in working with the California Districts to develop flexible
approaches to neeting the requirenents of the Act. | |ook
forward to continuing to work with you on this nandate.

cc: Regional Air Division Directors



Hof f man, OGC

Har per, OPAR

Tyndal | , OPAR

Rapp, Region |

| sraels, Region |IX
Yim Surratt, Region VI
Beardsl ey, Region V
Li ndsay, Region V
Sm th, PMSO2B

St oneman, PMsSO2B
Wodard, PVMSO2B

Beal , ASB
Stonefield, ASB
Sewel |, PPB

Sol onon, PPB

Mayer, OCMPB

Col e, OCVPB

bcc:

OZ0Z0BAOP>PIZICrANOWONT

OAQPS: AQVD: OCVPB: NVAYER: MBI NGHAM 15390: 8/ 25/ 94
FI LE: OZERCMEM DI SK: NVAYER. MB

Thi s response has been coordi nated with ASB, PPB, PM SO2B, OCC,
OPAR, and Regions I, V, VI, and I X
CONTROL NO  AQPS-94-0076 DUE DATE: 8/18/1994
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